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Committee Chairmen Elected
At its June meeting the PCPS Executive Committee
reelected W. Thomas Cooper as its 1983-84 chairman.
Mr. Cooper’s first term as chairman started in October
1982. The Committee has also appointed new chairmen
of the Peer Review and Technical Issues Committees.
Starting in October, Clinton J. Romig of New
Orleans will chair the PRC. A former president of the
Society of Louisiana CPAs and member of AICPA’s
Council, Mr. Romig has also served as chairman of the
National Conference of CPA Practitioners and of CPA
Associates. A number of professional journals have
published his articles on peer review. Mr. Romig,
managing partner of LaPorte Sehrt Romig & Hand, is
now in his third year as a PRC member.
Also in October, James G. Castellano becomes
chairman of the Technical Issues Committee. A TIC
member since 1980, Mr. Castellano also serves on the
FASB’s Advisory Group on Financial Reporting by
Private and Small Companies, and on its Task Force on
Accounting for Income Taxes. He is partner in charge
of the audit department of Rubin Brown Gornstein & Co.,
in St. Louis.

James G. Castellano

In appointing Messrs. Romig and Castellano the
Committee paid special tribute to the chairmen they will
succeed. Morris I. Hollander was a charter member of the
PRC, and has served with distinction as its chairman
since 1980. Sandra A. Suran was on the first PCPS
Executive Committee, and was the TIC’s initial chairman.
Their dedication and accomplishments have earned Mr.
Hollander and Ms. Suran the gratitude and respect of all
PCPS members.
□

Members Speak Out at Conference Forums

Clinton J. Romig

A popular feature of the annual PCPS conferences is the
small-group member forums. Room assignments are
based on the size of the registrants’ firms, and each group
is moderated by a panel consisting of members of each of
the three PCPS committees.
In a luncheon address the day after this year’s
forums, Alfred M. Walpert summed up the topics
discussed: “. . . our member forums talked about the
advocacy role, cost justification of membership, peer
review the second time around, the Board’s statement of
policy [see January 1983 Reporter, page 4], the proposed
Continued on page 4
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Editor’s Note: This issue features articles on peer review by two members of the PCPS Peer Review Committee.
Jon Barrows summarizes review results to date and analyzes the more frequent problems. Clint Romig, the Com
mittee’s chairman-designate, then focuses on Inspection, the ninth and—to many—most important element of qual
ity control.

Peer Review Scorecard
By Jon A. Barrows
Member, PCPS Peer Review Committee

From September 1977, when AICPA’s Council authorized
the Division for CPA Firms, through May of this year,
1219 peer reviews were completed and accepted by the
peer review committees. This article analyzes the findings
of these reviews.
An unqualified (or “clean”) peer review report
opines that (a) the quality control system for the firm’s
accounting and audit practice met the objectives of the
AICPA’s QC standards; (b) the system was being
complied with; and (c) the firm conformed with the
membership requirements in all material respects. Most
reports, clean or otherwise, are accompanied by a
comment letter to the firm communicating the reviewers’
observations and recommendations.
REVIEW RESULTS

More than six of every seven reviews resulted in a
clean report:

The concurring review and partner rotation requirements
apply only to SEC clients of SECPS members.
One hundred sixty-seven exceptions, constituting
80% of the total, were related to seven of the nine QC
elements:

Inspection
Supervision
Advancement
Independence
Consultation
Professional development
Assigning personnel

78
71
7
4
4
2
1
167

Inspection and supervision have clearly been the most
prevalent peer review problems. In the case of inspection,
this may be because of misunderstanding concerning
its need. The accompanying article by my committee
colleague, Clinton J. Romig, addresses this problem.

Type of Report

Unqualified (“clean”)
Qualified or disclaimed
Adverse

1056
139
24
1219

86.6%
11.4
2.0
100.0%

The analysis that follows focuses on the reasons for
the 139 qualified or disclaimed reports. The adverse
reports are not included because in many cases the
problems were too pervasive to be neatly categorized.
Fifty-one of these 139 reports were qualified for
two or more reasons. In total, the reports identify 208
exceptions noted by the reviewers, related to the
following matters:
Membership requirements
32
Specific QC elements
167
Scope limitation
5
Inadequate QC documentation
4
208

The membership requirement problems were in these
areas:
CPE
11
Insurance
11
Concurring review
9
Partner rotation
1
32

THE SUPERVISION CATCHALL

Supervision problems have been almost as prevalent
as those involving inspection. A little background on
the peer review process will help in understanding why.
The major purpose of a peer review is to ascertain
whether the quality control policies and procedures
provide the firm with reasonable assurance of conforming
with professional standards. While the review is designed
primarily to evaluate the QC system, a review of selected
engagements is an important part of every peer review.
For an engagement problem to affect a peer review
report it should normally be related to one of the QC
elements. That element is usually—if sometimes
arbitrarily—Supervision.
The 71 reports that were qualified as to Supervision
resulted from a total of 121 exceptions that the reviewers
noted, in the following areas:

GAAP (including disclosure)
Engagement planning and/or review
Audit programs
Workpapers
Representation or lawyers’ letters
Other GAAS (including reporting)
Other SARS
Other professional standards

30
23
18
14
10
17
7
2
121
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PROBLEMS WITH GAAP

An analysis of the 30 GAAP exceptions plus the
GAAP problems often mentioned in other comment
letters identifies these areas as the ones in which problems
occur most frequently—in roughly descending order of
prevalence:
Long term debt. A number of firms were apparently
unaware that SFAS No. 47 requires disclosure of the
next five years’ maturities. (Ever since this statement
was issued, in early 1981, the Technical Issues Committee
has been concerned about this requirement’s lack of
visibility. The apparent reason that it is not highlighted
is that public companies have long been required to make
such a disclosure.)
Allowance for doubtful accounts. The problem was
usually inadequate disclosure of policies.
Related party transactions. There were problems
with both audit procedures and disclosures.
Pension plan disclosures.
Lease disclosures.
Income taxes. One problem category was disclosure
of reasons for differences between the reported tax
expense and the usual tax on the income shown. Other
problems were disclosure of net operating losses and
carryforwards and accounting for deferred income taxes.
Compensated absences.
Comment letters often suggest specific corrective
actions. Firms that receive comment letters must respond,
describing the corrective actions taken or planned, if any.
Actions typically taken in connection with supervision
problems include use of disclosure checklists, planning
checklists, and improved audit programs. Steps such as
these should enhance a firm’s engagement planning and
review process, provide better documentation of
compliance with GAAP, GAAS and SARS, remind the
auditors to obtain the needed representations and other
evidential matter, and serve as memory joggers for
disclosure.
□

Inspection—The Key to Effective Quality
Controls
By Clinton J. Romig
Member, PCPS Peer Review Committee

Inspection, or the lack of it, has caused more peer review
problems than any other single factor. As noted in Jon
Barrows’ article, 78 of the 208 exceptions noted in
qualified reports, or 37.5% of the total, are traceable
to inspection.
This is alarming, and not merely because of the
number of qualified reports resulting from difficulties
with what is really a very simple step for a firm to
perform. It is particularly distressing because by not
performing an internal inspection a firm deprives itself
of the benefits of stepping back to observe and evaluate
its day-to-day accounting and audit operations, and to
note and correct incipient problems before they become

serious. To help convey an appropriate understanding
of inspection, an illustration of its treatment in a firm’s
quality control document is reprinted in the
accompanying box.
In all candor, however, when we change our
perspective from that of Peer Review Committee
members to that of practitioners, we can easily understand
how the inspection function is sometimes overlooked.
Too often in our practice we postpone items that are not
urgent today in favor of those requiring immediate
attention. We give first priority to putting out brushfires,
handling impatient clients, surviving the busy season, and
the like. Certainly this is natural, but the fact remains
that you should not give internal inspection a low priority
if you are really interested in maintaining the quality of
your firm’s professional work.
You should designate a specific individual in your
organization as the person responsible for conducting
the inspection. In larger firms two or three individuals
might be assigned. The assignment should be made with
the same due care that you would use in assigning
personnel to your best audit client. You should make
sure that the individuals are qualified and interested, that
they can be objective, that you provide them with
sufficient time to conduct an adequate inspection, and
that you emphasize that this is a productive assignment
for the firm rather than something that has to be done
just to comply with the quality control standards. The
importance that the managing partner places on
inspection will determine how productive it is and the
benefits the firm derives.
You should make sure the inspectors recognize the
importance of the written report they issue. Too often,
after a firm has completed what was intended to be an
inspection, it is found that one or more of the nine
quality control elements were somehow overlooked in the
process. Such omissions should be immediately apparent
to the inspectors as they draft their report, and can be
corrected at that point.
It often happens that the inspection program puts
most of its emphasis on a review of workpapers and
financials, and glosses over functional areas such as
assigning personnel, advancement, consultation and
independence. Our experience on the Peer Review
Committee indicates that if an inspection is properly
performed with respect to all the quality control elements,
the firm can be confident of receiving an unqualified
peer review report. And since you will conduct your
inspection annually (as contrasted to a peer review
every three years), it will give you the continuing
assurance you need that your firm is operating in a
truly professional manner that will assure your clients
quality service.
An important side benefit of comprehensive annual
inspections is a reduction in peer review costs. When
a peer review team can review and test the findings of
your own internal inspection it can curtail its own
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procedures significantly. This is similar to the savings
that your own clients can attain when the auditor cuts
back on his own procedures because he concludes the
internal control system is effective and because the client
has prepared many of the needed schedules.
A recent change in the approach to peer reviews—
particularly second and subsequent reviews—is to place
more emphasis and reliance on the reviewee’s internal
inspection. We hope this will produce significant cost
savings. To share in these savings your firm should be

conducting comprehensive inspections annually.
In conclusion, while it has been disappointing to
see this element of quality control not being fully
implemented by some member firms, it is somewhat
reassuring to note that the incidence of inspection
deficiencies has recently been declining. We hope it will
soon disappear completely. If you have any questions or
comments about how inspections should be conducted
please contact the Quality Control Review Division staff,
or through them, the Peer Review Committee.
□

Procedures for an Internal Inspection
The following internal inspection procedures are
representative of those that may be found in the
quality control documents of local accounting
firms. Perhaps they will stimulate discussion and
implementation of internal inspection procedures
for your firm.
Purpose: Inspection procedures provide reasonable
assurance that the procedures for maintaining the
quality of the firm’s accounting and auditing prac
tice are being effectively applied.
1/ The firm’s quality control policies and proce
dures are inspected annually.
a/ The inspection team is appointed by the exec
utive partner to evaluate the firm’s quality con
trol policies and procedures for compliance with
professional standards.
b/ The inspection team obtains reasonable as
surance that quality control policies and proce
dures are being complied with by:
(i) Inquiring of persons responsible for a function
or activity.
(ii) Reviewing selected administrative and per
sonnel files.
(iii) Reviewing selected engagement working pa
per files and reports (described below).
(iv) Reviewing other evidential matter.
c/ A sample of engagements is selected annually
from each partner’s and manager’s client listing
and is given an in-depth review by the inspection

team. The executive partner reviews the selec
tion to ensure that the sample of engagements for
each partner and manager is representative. The
working papers and reports are reviewed for
compliance with professional standards, includ
ing generally accepted auditing standards, gener
ally accepted accounting principles, and the
firm’s quality control policies and procedures.
d/ Every third year the firm undergoes an
AICPA quality control compliance review. The
executive partner is responsible for scheduling
the review and ensuring that all partners and ap
propriate staff members share the knowledge
gained by the reviews.
2/ Inspection findings are reported to the appropri
ate management levels.
a/ The results of engagement reviews are dis
cussed with the supervisory personnel responsi
ble for the engagement.
b/ Inspection findings and recommendations are
reported to the partners by the inspection team,
together with corrective actions taken or planned.
A memo outlining the findings and recommenda
tions is prepared by the inspection team and is
retained by the executive partner.
c/ The executive partner is responsible for de
termining that planned corrective actions were
taken and for reporting the extent of compliance
to all the partners.

Reprinted with permission from The Practical Accountant, September 1982.

Members Speak Out
Continued from page 1
consultation service, AICPA financial support, benefits to
the accounting profession, and, most of all, public
relations and the marketing of PCPS membership.”
After describing the substance (and intensity) of the
comments on these and other subjects, Mr. Walpert
summed up: “In conclusion, it is clear to me that you
believe in the viability and importance of the PCPS, that
you have delivered a message that has been heard. It is a
message that needs to be delivered more than once a year.
You have got a job to keep us at the Executive Committee
on our toes and those at the American Institute of CPAs
on their toes. With your help, we will succeed.”

He then announced that a member had requested that
the conference consider the following resolution:
We feel that it is important to the public and the
profession that an educational program about the
quality control standards established for CPA firms and
the related peer review process, which is directed to
CPAs and users of CPA services, be initiated, and that
the program be national in its magnitude and therefore
organized through the efforts of the AICPA.
A straw vote was taken. With over 300 practitioners in
the room, there were only two dissents.
For other highlights of the 1983 PCPS Conference see the
June Journal of Accountancy, pp. 12-18.
□
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Technical Issues Report
In recent months the Technical Issues Committee has met
with the chairmen and staff representatives of a variety
of senior technical committees and other standard-setting
bodies. Included were the Accounting and Review
Services Committee, the Accounting Standards Executive
Committee, the Auditing Standards Board and the
Financial Accounting Standards Board. In addition its
meetings in New York and San Diego were attended by
representatives of those state CPA societies’ technical
committees.
The TIC has recently issued formal comments on the
following issues.

Omitted procedures. Early last year the TIC had
been in touch with the Auditing Standards Board, arguing
(among other things) against the Board’s issuing any
pronouncement that would absolutely require an auditor
to notify his client and other specified parties whenever he
concludes, after issuing his report, that he omitted a
necessary procedure and cannot remedy the omission.

Such a requirement had been in early drafts of an SAS.
It was not, however, in the Board’s November 1982
exposure draft, “Consideration of Omitted Procedures
After the Report Date.” After the exposure period ended,
the requirement reappeared in drafts submitted to the
Board for consideration.
In May, the TIC again addressed the Board,
reaffirming its strong opposition to any such absolute
requirement. In June the Board agreed to issue an SAS
on the subject, but it is not expected to include the
provision with which the TIC took issue.

Materiality and audit risk. Commenting to the
Auditing Standards Board on the proposed SAS
“Materiality and Audit Risk in Conducting an Audit,” the
TIC urged the Board not to issue the document in the
form of a Statement on Auditing Standards. Pointing to
the document’s theoretical nature and vague terminology,
the TIC suggested that it be issued in some less authori
tative form—possibly as an Audit Research Monograph.

Pension accounting. Early this year the TIC ex
pressed to AcSEC its serious concern about a number of
the proposed accounting requirements in the FASB’s
November 1982 Preliminary Views on Employers’
Accounting for Pensions and Other Postemployment
Benefits. (See April Reporter, page 3.) Since
then the FASB supplemented its 54 page Preliminary
Views with an 87 page Discussion Memorandum on the
same subject.

The DM identifies and requests input on 22 separate
issues. Noting that the DM “is structured to enable
respondents to concentrate on particular areas of expertise
or interest,” the TIC focused primarily on Issue 7:
“Should small companies have pension accounting or
disclosure requirements different from those proposed in
Preliminary Views?” After reaffirming its previously
expressed concerns about the proposals in general, the
TIC’s letter to AcSEC called for exempting private
companies if the FASB actually proceeds to impose the
requirements. Observing that the needs of the primary
outside users of private companies’ financials—bankers—
are satisfied by SFAS No. 36’s disclosure requirements,
the TIC pointed out that the additional costs of com
plying with the proposed requirements cannot be justified.
It also identified four major areas of additional costs that
the proposed requirements would entail.
Also, in response to Issue 10, “What information
about defined contribution plans should be disclosed,” the
TIC explained why no additions to the current disclosure
requirements could be justified.
The DM originally requested written comments by
September 1. Since then the FASB has reportedly
extended the comment deadline to December 1 because of
the widespread interest and concern. Single copies of the
DM and Preliminary Views are available without charge
from the FASB.
□

Self-Study and the CPE Requirement
A member firm recently inquired whether a self-study
approach its personnel are using would be recognized for
credit under the PCPS CPE requirement.
Each month a technical journal for accountants
includes an examination on its contents, indicating that
a passing grade of 70% should generate two qualifying
CPE hours. The journal charges $10 to grade each exam,
but prints the answers in a subsequent issue.
The firm’s personnel take the exam and submit their
answer sheets to the firm’s CPE partner before the
answers are published. The firm then grades the answer
sheets, basing its grading on the published answers.
The firm was notified that although this procedure
may not literally conform to the Section’s CPE require
ments (Section III-D), which call for the sponsors of
individual study programs to provide evidence of
satisfactory completion, in the staff’s opinion it meets the
intent of the requirements assuming there are appropriate
controls to assure that the answer sheets are submitted
timely and that the grading is based on the published
answers.
□
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